






































































































































































1. Bad	Debt	Expense	 	 	 	 	 	 994	
Allowance	for	Doubtful	Accounts	 	 	 	 	 994	
(99,400	*	.01)	
2. Cost	of	Goods	Sold	 	 	 	 	 	 177,000	
Inventory	 	 	 	 	 	 	 									177,000	
3. Depreciation	Expense	–	Equipment	 	 	 	 9,000	
Accumulated	Depreciation	–	Equipment	 	 	 	 9,000	
((80,000-8000)/8)	
	 Depreciation	Expense	–	Building		 	 	 	 10,000	
	 	 Accumulated	Depreciation	–	Building		 	 	 	 10,000	
	 	 ((350,000-50,000)/30)	
4. Rent	Expense			 	 	 	 	 	 16,000	
Cash	 	 	 	 	 	 	 	 	 16,000	
5. Income	Tax	Expense	 	 	 	 	 	 30,914	









1. Bad	Debt	Expense	 	 	 	 	 	 4,907	
Allowance	for	Doubtful	Accounts	 	 	 	 	 4,907	
(99,400	*	.05)	
2. Cost	of	Goods	Sold	 	 	 	 	 	 188,800	
Inventory	 	 	 	 	 	 	 											188,800	
3. Depreciation	Expense	–	Equipment	 	 	 	 20,000	
Accumulated	Depreciation	–	Equipment	 	 	 	 20,000	
(1/8	*	2	*	80,000)	
	 Depreciation	Expense	–	Building	 	 	 	 10,000	
	 	 Accumulated	Depreciation	–	Building	 	 	 	 10,000	
4. Lease	Equipment	 	 	 	 	 	 92,000	
Lease	Payable		 	 	 	 	 	 	 92,000	
	 Lease	Payable		 	 	 	 	 	 8,640	
	 Interest	Expense	 	 	 	 	 	 7,360	
	 	 Cash	 	 	 	 	 	 	 	 	 16,000	
	 Depreciation	Expense		 	 	 	 	 11,500	
	 	 Accumulated	Depreciation			 	 	 	 	 	 11,500	
	 	 (92,000	/	8)	
5. Income	Tax	Expense	 	 	 	 	 	 23,505	




























































	     
(994)	
Part	B	(2)	COGS	
	     
(177,000)	
Part	B	(3)	Depreciation		
	      					Building	
	     
(10,000)	
					Equipment	




	     
(16,000)	
Part	B	(5)	Income	tax	
	     
(30,914)	


































































	 	 Glenwood	Heating,	Inc.	 		
	 	 Income	Statement	 		
	 	 For	Year	Ended	December	31,	20X1			
	 	 	 		
Sales	 	 	 	$398,500	
Cost	of	Goods	Sold	 	 	 	(177,000)	
Gross	Profit	 	 	 	 221,500	
Operating	Expenses	 	 	 	 	
					Depreciation	Expense	-	Building		 	 (10,000)	
					Depreciation	Expense	-	Equipment	 	 (9,000)	
					Rent	Expense	 	 	 	 (16,000)	
						Bad	Debt	Expense	 	 	 	 (994)	
					Other	Operating	Expenses	 	 	 (34,200)	
Income	from	Operations	 	 	 151,306	
Other	Expenses	 	 	 	
					Interest	Expense	 	 	 (27,650)	
Income	Before	Income	Tax	 	 	 123,656	
Income	Tax	 	 	 	 (30,914)	
Net	Income	for	the	Year	 	 	 $92,742	
	 	 	 	 	
	 	 Glenwood	Heating,	Inc.	 		
	 	 Statement	of	Retained	Earnings	 		
	 	 For	Year	Ended	December	31,	20X1			
	 	 	 		
Retained	earnings,	January	1	 	 	 - 	
Add:	Net	Income	 	 	 	 92,742	
	 	 	 	 92,742	
Less:	Dividends	 	 	 	 (23,200)	






	   
  
Balance	Sheet	
	   
  
December	31,	20X1	
	   
      
  
ASSETS	
	   Current	Assets	
	     					Cash	
	    
$426	
					Accounts	Receivable	






	    
62,800	
Total	Current	Assets	
	    
161,632	
	      Property,	Plant,	and	Equipment	
	    					Land	-	at	cost	
	    
70,000	
	      					Buildings	-	at	cost	





	      					Equipment	-	at	cost	





	      							Total	Property,	Plant,	and	Equipment	
	  
481,000	
	      Total	Assets	
	    
$642,632	




	     					Accounts	Payable	
	    
$26,440	
					Interest	Payable	
	    
6,650	
Total	Current	Liabilities	
	    
33,090	
Long-Term	Liabilities	    	
					Notes	Payable	 	    380,000	
Total	Liabilities	 	    413,090	
	      Stockholder's	Equity	
	     					Common	Stock	
	    
160,000	
					Retained	Earnings	
	    
69,542	
Total	Stockholder's	Equity	
	   
229,542	






































	      
(4,970)	
Part	B	(2)	COGS	
	      
(188,800)	
Part	B	(3)	Depreciation	
	       
					Building	
	      
(10,000)	
					Equipment	
	      
(20,000)	
Part	B	(4)	Equipment	
	       
					Lease	
	   
92,000	
	   
					Lease	Payment	





	      
(11,500)	
Part	B	(5)	Income	tax	
	      
(23,505)	



















































































































































































































































































































































































































	 1)	1/1/09	 					Bad	Debt	Expense		 	 								26,000,000	 	
	 	 	 													Provision	for	Bad	and	Doubtful	Debts						26,000,000	
	 2)	12/31/09	 Provision	for	Bad	and	Doubtful	Debts							20,000,000	



































	 	 	 	







	 1)	1/1/09		 Sales	Returns	and	Allowances	 425,000,000	
	 	 	 	 Provision	for	Sales	Returns	 	 425,000,000	
	 2)	12/31/09					Provision	for	Sales	Returns	 	 443,000,000	











































12/31/2009	 Trade	Receivables	 	 	 5,624,000	
	 	 	 Sales	 	 	 	 	 	 5,624,000	
12/31/2009	 Cash	 	 	 	 	 5,679,000	


































































































































































































































































0	 	 	 €10,673	
1	 €1,880	 €1,880	 8,793	
2	 1,880	 3,760	 6,913	
3	 1,880	 5,640	 5,033	
4	 1,880	 7,520	 3,153	






















0	 	 	 	 €10,673	
1	 €10,673	 €4,269	 €4,269	 6,404	
2	 6,404	 2,562	 6,831	 3,842	
3	 3,842	 1,537	 8,368	 2,305	
4	 2,305	 922	 9,290	 1,383	






















































































































































































































































































































































































































































































































































































































Long-Term	Debt	 	 	 	 	 6,185,633	
Capital	Lease	Obligations	 	 	 	 133,764	































	 Cash	 	 	 	 	 500,000	












Notes	Payable		 	 	 	 500,000	
	 	 Cash	 	 	 	 	 500,000	















































	 Interest	Expense	 	 	 39,143	
	 	 Disc.	on	Notes	Payable	 	 	 705	



























6/2009		 Cash	 	 	 	 	 402,620	
Disc.	on	Notes	Payable	 	 				7,380	































6/30/09	 ---	 ---	 ---	 $402,620	
6/30/10	 $39,975	 40,750	 775	 403,395	
6/30/11	 39,975	 40,828	 853	 404,248	
6/30/12	 39,975	 40,915	 940	 405,188	
6/30/13	 39,975	 41,010	 1,035	 406,233	
6/30/13	 39,975	 41,115	 1,140	 407,363	
6/30/14	 39,975	 41,230	 1,255	 408,618	






	 Interest	Expense	 	 	 27,167	
	 	 Disc.	on	Notes	Payable	 	 	 517	




















































































































	 	 Cash	 	 	 	 	 	 3,307,300,000	
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 									Cash	 	 	 	 	 1	
 																			Dividend	Revenue	 	 	 	 1	
 									Cash	 	 	 	 	 1	





 		 	 Trading	Securities	 	 1	


















Cash	 	 	 	 	 1	
	 Dividend	Revenue	 	 	 	 1	
Cash	 	 	 	 	 1	













































































































Investment	in	AFS	 	 	 60,812	








Cash	 	 	 	 	 5,399	
Unrealized	Holding	Gain	 							 	67	 	 	
	 Investment	in	AFS	 	 	 	 5,411	




























































































































































































Income	Tax	Expense		 	 	 9,393	
DTA,	net	 	 	 	 8,293	








Income	Tax	Expense	 	 	 9,393	
DTA,	net	of	VA	(14302	–	6300)	 8,002	
DTL	 	 	 	 	 291	
























Net	DTA	 	 	 	 	 	 14,302	
Net	DTL	 	 	 	 	 	 		(794)	
Total	Net	DTA	Balance,	net	of	VA,	net	of	DTL	 $13,508	
	
This	balance	appears	on	ZAGG’s	balance	sheet	as	Current	Deferred	
Income	Tax	of	$6,912	and	$6,596,	which	when	added	together	equal	
$13,508.		
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CASE	TWELVE	
Apple	Inc.		–	Revenue	Recognition	
89	
	
	
	 Apple	Inc.	is	a	major	company	in	today’s	market.	The	corporation	is	responsible	
for	a	variety	of	electronics	on	the	market,	including	personal	computers,	portable	music	
and	video	players,	and	phones.	They	also	sell	related	software,	services,	and	networking	
solutions	that	coordinate	with	their	products.	Apple	Inc.	specializes	in	marketing	and	
designing	products	that	make	them	stand	out	from	their	competitors.	The	company	is	
able	to	sell	their	merchandise	worldwide	through	an	array	of	outlets	including	retail	
stores,	direct	sales	force,	resellers,	online	stores,	and	third-party	wholesalers.		
	 This	case	focused	on	the	topic	of	revenue	recognition.	First,	I	took	a	look	back	on	
the	differences	between	gains	and	revenues.	This	distinction	was	important	for	me	to	
remember	before	diving	into	the	rest	of	the	case.	I	also	analyzed	Apple’s	revenue	
recognition	policies,	while	looking	alongside	the	FASB’s	Statement	of	Concepts	No.	5	
and	the	ASC	606.	I	feel	that	it	is	important	for	me	to	be	looking	at	the	Revenue	
Recognition	Standard,	the	Codification,	and	the	Statement	of	Concepts	so	that	I	am	
familiar	with	them	before	grad	school	or	even	going	into	work.	In	addition,	I	defined	
multiple-element	contracts	and	how	they	interfered	with	revenue	recognition.	This	is	
something	that	I	had	never	heard	of	before.	Finally,	I	went	through	Apple’s	footnotes	
and	evaluated	how	they	recognized	revenues	for	four	different	situations:	iTunes	songs	
sold	online,	Mac-branded	accessories,	iPods	sold	to	third	party	reseller	in	another	
country,	and	sales	from	gift	cards.	This	was	an	interesting	case	for	me	because	Apple	is	
such	a	prevalent	company	in	my	everyday	activities,	so	it	was	intriguing	to	be	able	to	get	
to	analyze	their	financials	and	learn	a	little	more	about	how	they	recognize	their	
revenues.	
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Apple	Inc.	–	Revenue	Recognition	
	
Concepts	
	
a. 	In	your	own	words,	define	“revenues.”	Explain	how	revenues	are	different	
from	“gains.”	 	
	
 				 Revenues	can	be	defined	as	a	company’s	income	that	it	gathers	from	conducting	
business,	such	as	selling	goods	or	services,	after	discounts	and	subtractions	have	
been	made.	They	can	also	be	referred	to	as	sales.	Gains,	on	the	other	hand,	are	
additions	in	net	assets	from	peripheral	operations	of	a	business.		
 	
b. Describe	what	it	means	for	a	business	to	“recognize”	revenues.	What	specific	
accounts	and	financial	statements	are	affected	by	the	process	of	revenue	
recognition?	Describe	the	revenue	recognition	criteria	outline	in	the	FASB’s	
Statement	of	Concepts	No.	5.	 	
	
The	core	principle	of	the	new	standard	of	ASC	606	states	that	companies	
recognize	revenue	in	order	to	depict	the	transfer	of	promised	goods	or	services	
to	customers	in	an	amount	that	reflects	the	consideration	of	which	the	business	
expects	to	be	entitled	in	exchange	for	those	goods	or	services.	The	specific	
accounts	and	financial	statements	that	are	affected	by	the	process	of	revenue	
recognition	include	Accounts	Receivable	on	the	Balance	Sheet	and	Revenues	or	
Sales	on	the	Income	Statement.	The	revenue	recognition	criteria	outlined	in	the	
FASB’s	Statement	of	Concepts	No.	5	sets	forth	recognition	criteria	on	what	
information	should	be	incorporated	into	the	financial	statements	and	when	it	
should	be	done.	It	states	that	recognition	is	the	process	of	properly	recording	an	
item	in	the	financial	statements,	and	disclosure	by	other	means	is	not	considered	
recognition.		
	
c. Refer	to	the	Revenue	Recognition	discussion	in	Note	1.	In	general,	when	does	
Apple	recognize	revenue?	Explain	Apple’s	four	revenue	recognition	criteria.	Do	
they	appear	to	be	aligned	with	the	revenue	recognition	criteria	you	described	
in	part	b,	above?	 	
	
In	general,	Note	1	states	that	Apple	recognizes	revenue	when	persuasive	
evidence	of	an	arrangement	exists,	delivery	has	occurred,	the	sales	price	is	fixed	
or	determinable,	and	collection	is	probable.	First,	by	having	persuasive	evidence	
of	an	arrangement	exists,	this	means	that	a	business	must	have	a	contract	or	an	
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agreement	with	its	customer	to	establish	clear	and	persuasive	evidence	that	the	
customer	intends	and	agrees	to	buy	from	the	business.	Next,	once	a	product	has	
been	shipped	and	title	and	risk	of	loss	have	been	transferred,	the	company	
deems	the	product	delivered.	Most	of	Apple’s	sales	are	considered	delivered	at	
the	time	of	shipment.	Yet,	for	online	sales	the	company	defers	revenue	until	the	
customer	obtains	the	product	because	of	risk	of	loss	during	transit.	Thirdly,	
Apple	decides	selling	prices	contractually,	depending	on	what	agreement	it	is	
specifically.	The	company	uses	a	hierarchy	to	determine	the	price	to	use	for	
allocating	revenue	–	starting	with	vendor-specific	objective	evidence	of	fair	
value,	followed	by	third-party	evidence	of	selling	price,	and	ending	with	best	
estimate	of	the	selling	price.	Finally,	the	collection	that	it	is	able	to	make	will	not	
include	accounts	payable	deemed	uncollectable	at	year’s	end	from	customers.	
Apple’s	revenue	recognition	conditions	are	aligned	with	the	criteria	that	I	
described	in	part	b	above.		
	
d. What	are	multiple-element	contracts	and	why	do	they	pose	revenue	
recognition	problems	for	companies?	 	
	
Multiple-element	contracts	are	when	vendors	provide	multiple	products	or	
services	to	their	customers	as	part	of	a	single	arrangement	or	a	series	or	related	
arrangements.	These	deliverables	may	be	provided	at	different	points	over	time.	
This	can	cause	issues	because	it	is	difficult	for	the	vendor	to	separate	these	
multiple	deliverables	and	how	to	allocate	the	overall	arrangement	consideration.		
	
e. In	general,	what	incentives	do	managers	have	to	make	self-serving	revenue	
recognition	choices?	 	
	
Thinking	in	general	terms,	Apple	sells	most	of	its	products	in	a	retail	store	
setting.	These	managers	make	their	revenue	by	selling	their	products.	Incentives	
that	would	be	beneficial	to	the	store,	and	that	would	potentially	make	store	
profitability	increase	would	be	coupons,	bundling	products,	prizes,	sales,	etc.	
Thus,	this	would	make	the	store	manager	look	good	from	a	corporation	stand	
point.		
	
Process	
	 	
f. Refer	to	Apple’s	revenue	recognition	footnote.	In	particular,	when	does	the	
company	recognize	revenue	for	the	following	types	of	sales?		
	
i. iTunes	songs	sold	online.	 	
	
For	certain	sales	made	through	iTunes,	Apple	is	not	the	owner	of	the	
software.	Thus,	third-party	creators	establish	the	selling	price	of	the	
software.	Apple	accounts	for	the	sales	of	these	products	on	a	net	basis	
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recognizing	only	the	commission	it	retains	from	each	sale	and	including	
that	commission	in	net	sales.		
	 	
ii. Mac-branded	accessories	such	as	headphones,	power	adaptors,	and	
backpacks	sold	in	the	Apple	stores.	What	if	the	accessories	are	sold	
online?	 	
	
When	in	store,	revenues	are	recognized	when	these	accessories	are	sold,	
at	the	point	of	sale.	If	it	is	an	online	sale	to	an	individual,	Apple	defers	
revenue	until	the	customer	receives	the	product	because	of	the	risk	of	
loss	during	transit.	Once	they	acquire	the	product,	then	the	company	
recognizes	revenues.	Codification	605-45-45-12	states	that	“physical	loss	
inventory	risk	exists	if	title	to	the	products	is	transferred	to	an	entity	at	
shipping	point…	Physical	loss	inventory	risk	also	exists	if	an	entity	takes	
title	to	the	product	after	a	customer	order	has	been	received	but	before	
the	product	has	been	transferred	to	a	carrier	for	shipment.”	
	
iii. iPods	sold	to	a	third-party	reseller	in	India.	 	
	
Apple	can	recognize	the	gross	amount	billed	from	the	third-party	once	
the	other	company	makes	a	sale.	The	Codification	605-45-55-12	states	
that	“revenues	from	sales	of	products	from	the	overseas	source	should	
be	reported	based	on	the	gross	amount	charged	to	customers.”	
	 	
iv. Revenue	from	gift	cards.	
	
The	company	records	deferred	revenue	upon	the	sale	of	the	card,	which	
is	relieved	upon	redemption	of	the	card	by	the	customer.		
	
	“On	my	honor,	I	pledge	that	I	have	neither	given,	received,	nor	witnessed	any	
unauthorized	help	on	this	case.”	
	
Signed	______________________________	
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